Buildingb

dgesin the hiofuel boom

In the midst of soaring ethanol growth and evolving feed.ingredient
demands, this company keeps a watchful eye on trends that tie

together energy for people and energy for livestock.

in its name might sound like a business

at odds with itself, given the current
environment of fuel versus feed. But in fact,
Feed Energy Company, and its president,
Bob Riley, are doing more than their part in
building bridges between a booming biofuel
industry and livestock operators in need of
quality rations.

And while he may be in the feed ingredient
business, Riley is very forthcoming with his
opinion on the impact of biofuel production.
When he bought Feed Energy Company back
in the mid-1980s, he took over a company
focused on combining fatty acids to meet
animal nutrition needs. Today, simplicity
has given way to tailor-made, his focus has
broadened and he’s taken his Feed Energy
Company to new heights as ethanol plants
and expansions continue to spring up around
his lowa headquarters.

Riley explains that in its most basic form,
his company takes ingredients left over from
the vegetable oil refineries and packers that
are energy-related and refines and blends
them into various products in demand by
livestock and industrial markets. “They might
need a particular make up of fatty acids for
their particular needs. Certain things might
work better metabolically, so we make those
products for them,” he explains.

Q company with both “feed” and “energy”

Atour of Feed Energy Company’s facilities
reveals a surprisingly low-tech combination of
apparatus. “All we have are pumps and pipes
and tanks and some relatively sophisticated
equipment for mixing things, but it doesn’t
look like an oil refinery. By the same token,
our technical stuff is all done at the molecular
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center in our lab, analytically, and then sent
out to the plant to implement,” he says.

Of the various processes the company
performs with fats and oils, those for the live-
stock market are the highest tech in nature.
“Forinstance, if you are feeding livestock and
you go to a nutritionist to find what the require-
ments are from an energy standpoint, then we
would consider gross calorie content of the
energy product in fitting the right product to
that animal,” Riley says. “Then we start asking
other things that we can stack onto those calo-
ries. Much like various corn hybrids, we have
Omega 3 and Omega 6 essential fatty acids,
linoleic acids, anti-oxidant products...we have
components to our products that will stabilize
the whole formula, as opposed to just our
product. We have other intangibles that are
added in. We're a certified safe feed/safe food
vendor, so we've got an extra layer of quality
things that we do. We check for 72 different
pesticides whereas most companies check
for about 16. There's a whole host of other
types of non-nutritive things we do that we
stack onto our benefits list. It's what more we

As cheape
commodities
are used

in energy
production, the
livestock industry will

need to use more expensive
products more precisely.

can provide than just a plain old pound of fat,”
Riley says. “It's not just fat. It’s full sevice.”

The current biofuel boom has affected
business tremendously. But Riley says it's
a trend that has taken the business back
to its original knowledge of the fats and oils
industry.

And it's a business that has a lot in com-
mon with the energy industry. “We determined
a long time ago, for instance, that there is an
interchangeability you can do with our product
and natural gas or biodiesel in a boiler. As
we started looking at these relationships, we
started seeing pretty soon what will be driv-
ing the livestock industry—the price of ail,”
Riley explains.

Riley states the now obvious point that corn

“WE USED TO HAVE A HOG-TO-CORN RATIO...
NOW WE HAVE A HOG-TO-GASOLINE RATIO.
WE HAVE THINGS THAT HAVE JUMPED INTO
THE MIDDLE OF AN OLD EQUATION AND HAVE
THROWN A DISRUPTIVE COMPONENT INTO IT
THAT WE NOW DON’'T KNOW HOW TO UNDER-
STAND.” — BOB RILEY, FEED ENERGY COMPANY



can be used for food or fuel and if used for
fuel, food has to compete on the same level.
Whatever energy needs are, is therefore going
to drive the price of corn.

The biofuel boom is making traditional feed
products more scarce, that’s true—but also
more valuable, he continues. Itis also making
the feed business more intimately connected
to the west Texas crude oil market. “We used

back into some sort of order,” he says. “If we
look at corn being a five or 10 year stage in
our energy system, this ethanol train is going
to potentially move a lot of acres out of beans,
production which will go to South America and
won't come back even after ethanol produc-
tion from corn starts to slow down.” Riley says
the same things might happen to animals.
Producers might decide not to continue on
with livestock because of price, so that might
move production somewhere else.

“BEING MORE AND MORE PRECISE IN

REALLY MEASURING ALL THESE INPUTS IS
GOING TO BE A KEY THING. THIS IS WHERE
HIGH-QUALITY PRODUCERS WILL BE ABLE TO
REALLY SHINE IN THE ANIMAL INDUSTRY.”

— BOB RILEY, FEED ENERGY COMPANY

to have a hog-to-corn ratio...now we have a
hog-to-gasoline ratio. We have things that
have jumped into the middle of an old equation
and have thrown a disruptive component into
it that we now don't know how to understand.
Supply and demand hasn't stabilized very
well. If west Texas crude goes up a dollar a
barrel, we don'tknow what that means exactly
for feed. We're still trying to come up with the
relationships,” he explains.

As the ethanol story began to unfold, Feed
Energy Company joined with other entities in
contracting with Food and Agricultural Policy
Research Institute (FAPRI) to learn more about
those relationships. Riley says he was also
concerned about rising farm land prices and
conversions from one crop to another. “How
many acres are we going to lose, how many
acres of pasture, what are the environmental
concerns?” he asks.

While Riley sees ripple effects all through
the industry, some sectors can react more
quickly than others. “When we look at the
ethanol train and how fast it's been going
down the track, we look at how many plants
are built and expanded, and how much corn
we are losing, we have not had the ability to
expand our acreage or yields, to use differ-
ent crops or different combinations of crops.
Watching the rising corn price, we have not
been able to increase supply fast enough to
take care of the marching giant down track.
We have an imbalance that markets will bring

“When we're all done with corn and etha-
nol, we're going to have all these acres of corn
and not know what to do with them. We might
see some segments that won't come back at
the same strength they would have been,”
Riley suggests.

With the huge investment in capitol in order
to afford to buy rural cropland, Riley wonders

who can afford to buy land and operate it effi-
ciently. “Ontop of that, about two-thirds, or 60
percent, of farmers are widows, so a lot of land
is going to need to change over and go into
younger ownership,” he notes. “But people in
that age group are not going to go down and
borrow $6 million to go into farming.”

Riley said another sign of the ethanol
growth is prices rising across the board,
from feed to fuel to food. His suppliers moved
up their product price, so he’s also had to
increase his prices.

“| don’t think a lot of people look at the
total market to see how it affects everything.
Everyone gets on the ethanol bandwagon,
it's a great economy-maker and great for the
farmer, because they're finally getting paid a
decent price for their product, but it's going
so fast, it looks like theoretically next year if
all ethanol plants being built and added on
here in lowa come to pass, they could use the
whole corn crop without feeding anything to
livestock in the state.”

Riley says he’s also concerned about the
ethanol industry’s impact on future exports.
He says corn exports will be shut off as land
is diverted into ethanol production.

And he’s not enthused over the prospect
of security concerns moving from an oil de-
pendency to aforeign food dependency. “We
are trying to get independent from foreign oil
but we are instead going to be dependent on
foreign food or similar products. | don't think
we can ever be independent if we are going
to be as large of an economy and use up as

Bob Riley believes corn’s reign with ethanol production has a window that will begin to close in
the next decade or so, and wonders about the impact change in cropping will leave behind.
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Feed Energy Company’s
analysis is done in
the lab and then sent
for implementation to
the plant.

many resources as we
do,” he suggests.
While Riley expects
corn’s reign for ethanol
production to be limited,
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he doesn't think cellulostic is necessarily the
best substitute. He fears too many acres of
marginal land will be put back into production
rather than left with the cover of cellulostic
material.

My thinking is that within five to 10 years,
we will have a transition that will go from corn
to some corn and woody materials—which
may cause some plants to locate outside the
Midwest—and then probably we will just keep
moving on our continuum of different energy
sources. It might be some combination of
various things. We might determine that wind
energy we have throughout the country can
provide us with energy to plug in cars at night
and during the day we might be able to store
energy that comes from the sun.”

As a side business to his main enterprise,
Riley has also been working with plants to
develop practices for better consistency, in
turn to help monograstic animals to use the
DDGS more readily. Riley says his company,
like others, is also going to be doing more
work with ethanol producers to try to get more
added value from the ethanol process through
co-products.

One thing he’s certain of, growth in ethanol
production is having an impact on how his
clients feed their animals. “In our customers’
situations, with the higher price for carbohy-
drates, they’re going to be making much more
energy and protein-dense diets and probably
going to be more expensive, but probably
will supply the animal everything it needs in
amuch smaller package because carbs take
up lots of roomin aformula,” he explains. “The
whole process doesn't fit very well with an
industry that has tried to be a commodity-type
industry. Because it's been a commaodity-type
industry, it's been very price-conscious. They
are going to find they can’t do that anymore
because products they are going to be using
are more high-tech, more expensive, and go-
ing to require more sophistication.”

As cheap commodities go away and are
used for energy sources, more expensive
products will remain and have to be used
very wisely because of their expense, he
explains. “Being more and more precise in
really measuring all these inputs is going
to be a key thing. This is where high quality
producers will be able to really shine in the
animal industry.” [FM]



For your protection.

Beyond the assurance of wholesome, healthy food for
consumers, AFIA's Safe Feed/Safe Food program provides
a means of protection for your customers and ultimately
for your company. To find out much more about the
Safe Feed/Safe Food certification program, including expert

interviews, stories and tips, go to potashcorpfeed.com

PotashCorp 1101 Skokie Boulevard Suite 400 Northbrook, lllinois 60062 ® Potashcor
800-654-4514 customer.service@potashcorp.com www.potashcorpfeed.com p

Helping Nature Provide






